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U.S. Rural Economy,” Federal Reserve Bank of Kansas City Economic
Review. Vol. 81, No.
2, Second Quarter,
1996, pp. 53-70.

All the economic news from
rural areas is not gloom and
doom. According to recent
research, from 1981 to 1993
jobs grew faster in about onethird of 234 micro-regions in
the United States in the rural
areas than in the metro parts
of those regions. Manufacturing jobs grew faster in the
rural parts of more than half
the micro-regions.
What is driving job growth
in rural areas? According to a
widely discussed paper by
Clemson University professor Mark Henry and Mark
Drabenstott, vice president
of the Kansas City Federal
Reserve Bank, rural areas
that grew had clusters, that
is, concentrations of like industries. “Put simply,” they
conclude, “the rural areas that
grew in the 1980s tended to
be those with a head start in
a vital industry.”
Henry and Drabenstott note
that “firms derive considerable benefits from locating
near similar firms. These benefits include a pool of spe-

cialized labor and ability to
share industry information
quickly and at low cost.”
These research findings are
consistent with other new
economic research emphasizing the importance of what are
called agglomeration economies, the benefits that businesses get from being located
near each other. In general,
agglomeration economies are
associated with cities. But the
Henry and Drabenstott research shows that rural areas
can realize some such economies too if they obtain a critical
mass of firms in a particular
industry.
South Carolina’s new economic development strategy
is a cluster strategy that is
intended to build critical mass
in five or six key industries in
which the state already has a
head start so as to reap the
resulting agglomeration economies. From a statewide perspective, such a strategy
makes good economic sense
if the goal is to maximize economic growth.

The chief problem with a
cluster strategy is that it can
have big downside risks. So
long as the five or six industry
clusters in the state are not
closely tied to each other, a
cluster strategy has minimum
downside risks for the state
as a whole. Yet any one area
that is dependent upon a single industry cluster has
hitched its economic fortunes
to the growth of that particular industry; and if that industry experiences economic
troubles, the local economy
can be expected to nose dive.
For individual rural areas,
therefore, the new research
poses a challenge. A cluster
economic development strategy can maximize the growth
prospects but leave the local
economy vulnerable to a
downturn in that industry. A
strategy that focuses upon
building a diversified local
economy will likely produce
slower overall growth, but
provide more protection
against economic downturns
that are industry specific.

COMMUNITY & ECONOMIC DEVELOPMENT PROGRAM
CLEMSON UNIVERSITY

(

THE COMMUNITY LEADER'S LETTER

ECONOMIC BRIEF NO. 25

Understanding Rural Economies
This series of
economic briefs
explores fundamental concepts
in economics and
community and
economic development.

In the past, rural economics
has focused on agriculture,
the chief economic activity in
rural areas. So today, economists have no theories of rural economics to apply to evaluation of rural economies that
depend on small factories and
rural resort communities—
rural economies that are becoming more prevalent in
states like South Carolina.
Now thanks to new work by

Two simple examples illustrate Krugman’s work. What if
costs of transportation were
very high, and there was no
economic gain from economies of scale? For example,
moving something would be
too costly to consider and
small-scale producers would
be just as efficient as largescale producers. The result
would be that people produced what they needed in
their own backyards, production
would be widely
dispersed, and
there would be no
cities.
But if the tables
were turned, that
is, if the costs of
t ra n s p o rt a t io n
were zero, and the
benefits of maximizing economies of scale were infinite, all
production would be concentrated in one location. Under
this scenario everyone would
live in one big city. The rural
areas would be depopulated.
These examples merely illustrate two extremes. Most
places are somewhere in between, with economies affected by both costs of transportation and economies of scale.

. . . the economic problems
of being rural have not been
lessened by recent trends in
the bigger world that focus
on transportation costs and
economies of scale.
economist Paul Krugman, key
factors that affect economic
opportunity in today’s rural
areas are being identified. His
research examines how transportation costs and scale
economies, the cost savings
realized from concentrating
economic activities in larger
enterprises or in one area,
predict how people and firms
will decide whether to locate
in rural or urban areas.

The examples do show that
falling transportation costs do
not generally help rural places
if economies of scale are an
important consideration.
Many rural leaders may greet
Krugman’s research like anyone would greet the news that
one is caught in a bad position
with no way to get out by one’s
own efforts. A person may either accept it with a sinking
feeling or refuse to believe it.
None of the implications of
the Krugman research justify
a fatalistic acceptance of longterm economic decline in rural places. Lower cost of living and open space can be
assets for rural economic development. Yet the economic
problems of being rural have
not been lessened by recent
trends in the bigger world that
focus on transportation costs
and economies of scale,
trends that rural community
leaders must realistically accept and manage.
Managing economic adjustment in rural economies to the
maximum advantage of the
local business climate is the
only alternative realistically
open, and new knowledge can
only help in that task.
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Pricing Garbage Disposal by the Bag:
The Positive and Negative Consequences
More and more South Carolina communities are instituting new programs, popularly
called pay-as-you-throw, to
charge for garbage disposal
by requiring households to buy
special plastic bags.
On the surface, it seems
like a sensible application of
the user-pays-principle while
creating an incentive for
households to reduce their
waste streams. In 1995, Darlington County won the J.
Mitchell Graham Award for
Achievement in County Government based largely on a
new pricing-by-the-bag trash
disposal program.
But does pricing garbage
by the bag really work?
When Charlottesville, Virginia, began a pricing-by-the
bag program, Don Fullerton
and Thomas C. Kinnaman
were ready to measure the
impact of the scheme. They
had counted and weighed garbage bags from 75 households for several months before the scheme to charge
eighty cents per bag for garbage picked up at the curb
went into place on July 1,
1992.
Then they counted and
weighed the garbage bags
from these same households
for some time after the charge-
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per-bag program was in
place. They also monitored
the weight of residential garbage in 25 other Virginia cities.
What Fullerton and Kinnaman discovered is important
for communities thinking
about instituting a similar program.
First, the pricing-per-bag
scheme definitely reduced the
waste that was put out to be
picked up at curbside in Charlottesville. The average person in the test households
reduced the weight of their
garbage by 14 percent and
the volume by 37 percent. In
short, people did the Seattle
Stomp and packed as much
trash as they could into each
bag.
The pricing-by-the bag
scheme increased recycling
by 16 percent. But, worrisomely, the Charlottesville
pricing-by-the-bag scheme
also increased illegal dumping. Fullerton and Kinnaman
were unable to pin down the
exact increase in illegal dumping, but the increase was significant. Somewhere between
28 and 43 percent of the reduction in weight that was
measured was due to illegal
dumping. The true reduction
in garbage due to the fee on

the bags was only about ten
percent.
A ten percent reduction in
the wastestream and a 16 percent increase in recycling are
not negligible attainments. Yet
there are administrative costs
associated with a charge-perbag scheme, and costs incurred from cleaning up the
additional illegal dumping. In
Charlottesville, Fullerton and
Kinnaman estimated the pricing-per-bag scheme entailed
a cost of about 19 cents per
bag. They concluded that in
the Charlottesville case, the
added costs of the bag pricing
program were greater than the
benefits it produced.
There seems to be little doubt
that pricing garbage disposal
services by the bag will reduce
the stream of waste going to
land fills and increase recycling. The reduction in volume
will be substantially greater
than the reduction in weight,
however. If communities face
a tipping fee at the landfill
based on weight, the pricingper-bag scheme is not likely to
save much money.
There is also little doubt that
pricing garbage by the bag will
increase illegal dumping. The
higher the price per bag, the
greater the amount of waste
(Cont. p. 4)
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diverted from legal to illegal
disposal. If a pricing-by-the
bag scheme is put in place,
provision needs to be made
for increased funding for enforcement of illegal dumping
ordinances, and the higher
the bag charge, the greater
the enforcement challenge.
What’s more, pricing-by-thebag scheme in one county
may lead to increased illegal
dumping in neighboring counties.
The results from Charlottesville are not sufficient to
say pricing garbage by the
bag is a failed experiment.
Other communities with different circumstances might
well get different results. Still,
caution is in order.
Pricing-by-the bag will al-

most certainly increase recycling, and that was a major
reason for its adoption in Darlington County. And even if it
produces no reduction in garbage flow, pricing-by-the bag
shifts the costs of waste disposal off of taxpayers generally and onto those who generate the trash in rough proportion to the amount of trash
they produce.
Yet those adopting the
scheme must be prepared to
deal with problems of increased illegal dumping, and
they should not expect big
savings in their solid waste
budgets.
“Household Responses to Pricing
Garbage by the Bag,” American
Economic Review, Sept. 1996, pp.
971-84.

The South Carolina Employment Security Commission
can now link jobseekers to
over a half-million job opportunities on a daily basis. Jobseekers can surf this sea of
jobs through the agency’s new
computer home page address: http://scjob.sces.org
About 20,000 to 30,000 of the
jobs are in South Carolina.
The listings include a brief
job description; salary information; education, skill, and
experience requirements; and
the location of the job. Lists
are updated daily.
Jobseekers without access
to a computer or the Internet
can get job search help at any
local Job Service office of the
S.C. Employment Security
Commission at no charge.
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Municipal Governments Grow In Internet Use
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